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Development Problems in the Philippines: 


A Comparison with Indonesia 


BY BENJAMIN HIGGINS 


pone AND THE PHILIPPINES are countries inviting 
comparison; they are neighboring archipelagoes, per- 
haps even once part of the same land mass; both are 
mountainous island economies. While the Philippines 
lie generally northward and eastward of Indonesia, 
their climates are much the same. Both countries have 
a variety of racial groups and languages, but in both 
the Malay stock and linguistic roots predominate. Over- 
all density of population is much the same; Indonesia 
has some 82 million people and 576,000 square miles, 
the Philippines about 22 million people and 116,000 
square miles. Thus Indonesia has roughly five times 
the area and four times the population of the Philip- 
pines. Both countries achieved independence after 
World War II following more than three centuries of 
colonial rule. Both were essentially “trading posts” for 
the Netherlands and Spain until the late 19th century, 
and both began their life as sovereign nations with a 
heritage of wartime disruption and devastation. 

There are also common features in their economic 
problems and in their plans for dealing with them. The 
central problems in both countries are poverty, de- 
pendence on a few exports (and consequent pressure 
on foreign exchange reserves), and unemployment. So- 
lution of these problems in both countries is compli- 
cated by “technological dualism.” Both economies are 
divided into two distinct sectors: an industrial-and- 
plantation sector that is capital-intensive, fixed-techni- 
cal-coefficient, technologically advanced, and _ highly. 
productive; and a_peasant-agriculture-and-cottage-in- 
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dustry sector which has variable technical coefficients, 
is highly labor-intensive, is technologically retarded, 
and is low in productivity and income. Investment in 
the first sector tends to widen the gap between pro- 
ductivity and incomes in the two sectors, since it does 
not add proportionately to employment but permits 
more rapid population growth, adding to disguised 
unemployment in the other sector. There is no incen- 
tive for investment in the other sector.’ 

Both countries completed Five Year Plans in the 
course of 1956, covering the years 1956-1960 for Indo- 
nesia and 1957-1961 for the Philippines. Both plans 
are modest, being essentially projections of current 
trends which do not provide a “big push,” whether de- 
fined in terms of the ratio of investment to income or 
in terms of structural change. Both are optimistic in 
their estimate of the incremental capital:output ratio 
(2:1) in a plan directing the bulk of investment to- 
wards industry, power and irrigation, and transport. 

1 See B. Higgins, “The ‘Dualistic Theory’ of Underde- 


veloped Areas,” Economic Development and Cultural Change, 
January 1956. 
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Despite the hazards, I shall attempt to divide major 
differences between those which are basic causes in 
terms of economic development, and those which are 
effects. On the political side, the first causal difference 
is that both Hinduism and Islam preceded European 
colonization in Indonesia, while no advanced culture 
preceded Spanish colonization in the Philippines. The 
Javanese and Sumatran civilizations of the 16th cen- 
tury were highly developed in both a cultural and eco- 
nomic (trading) sense. Vestiges of this civilization re- 
main to this day, and have their effects on attitudes 
and actions.? Islam has become a powerful political 
force. Both Hinduism and Islam constitute sources of 
resistance to certain kinds of change in Indonesia. In 
the Philippines, on the other hand, the Spanish seem 
to have encountered a cultural and economic vacuum. 
There was little resistance to the spread of Roman 
Catholicism among the people or to adoption of Span- 
ish culture among the elite. Nor was there much oppo- 
sition to the adoption of American ideologies, tech- 
niques, and accents after 1896. It is possible that neither 
the Spanish nor the American culture is so firmly en- 
irenched in the Philippines as to provide firm resistance 
to any powerful new ideology that might appear. 


Secondly, various differences existed between coloni- 
zation by Spain and the United States cn the one 
hand and by the Netherlands on the other. In particu- 
lar, the Dutch system of “indirect rule” prevented the 
establishment of a strong central government in Indo- 
nesia and the training of a modern civil service. Also 
important was the tendency of the Dutch to discourage 
indigenous entrepreneurship, while leaving the religion 
and the culture largely untouched. In the Philippines, 
on the contrary, the limited effort to govern was highly 
centralized and the Spanish (and later, American) cul- 
ture was quickly spread. Closely related to these dif- 
ferences is the third major political contrast: that the 
Philippines gained their freedom by evolution and In- 
donesia by revolution. 

On the economic side an important cifference is 
that while exports of both countries are highly concen- 
trated on a few products, in Indonesia two mineral 
products (petroleum and tin) rank second and third 
after rubber, followed by coconut products and tobac- 
co; whereas in the Philippines, all major exports are 
plantation products—coconut products, sugar, forest 
products, fruit and tobacco. Second, the Philippines 
faces a higher rate of population growth. The estimated 
annual growth is 1.5 to 2 percent for Indonesia and 
2.5 to 3 percent for the Philippines. Capital require- 
ments for a given rate of increase in per capita incomes 


2 See for example Clifford Geertz, “Religious Belief and 
Economic Behavior in a Central Javanese Town,” Economic 
Development and Cultural Change, January 1956. 


therefore tend to be higher in the Philippines than in 
Indonesia. Third, the Philippines has nothing quite 
like Java, with its incredibly fertile volcanic soil and 
assured rainfall, which permit two or three crops a 
year and the sustenance of two-thirds of Indonesia’s 
population on this one small island, making it the most 
densely populated sizeable area in the world. 


Among the differences which might be regarded as 
“effects” (and. which are important for development 
planning), perhaps most important is the much more 
adequate supply of indigenous entrepreneurship in the 
Philippines. Not only does the Philippines have a size- 
able group of able and ambitious entrepreneurs, but 
they have essentially American attitudes towards tech- 
nica! change. They also have a 19th century American 
outlook on free private enterprise and on the position 
of the industrialist, financier, and trader in society. 
Among the Philippines élite one finds none of the re- 
luctance still shown by some Indonesian leaders “to 
sully their hands in trade.” The relative prestige of 
private entrepreneurs and of government officials is 
just the reverse of what it is in Indonesia. A by-product 
of this attitude is that in sharp contrast to Indonesia 
(where the bulk of investment is still in foreign hands) , 
over half the stock of capital in the Philippines is 
owned by Filipinos. In the government service too the 
Philippines is better provided with well-trained people, 
especially in the middle and lower echelons. 

The relatively liberal policy of the United States in 
the Philippines, the encouragement of domestic enter- 
prise, and the evolutionary achievement of independ- 
ence has yielded other results as well. Whereas Indo- 
nesia is neutralist in foreign policy, the Philippines is 
one of three Asian members of SEATO. The Filipinos 
also show much less concern over the use of foreign 
aid and foreign investment from the West in the 
achievement of development aims. In earlier publica- 
tions I have tried to characterize the basic Indonesian 
conflict as a struggle between a “history-minded” group, 
mindful of Indonesia’s recent past and fearful of West- 
ern influence in any form, and an “economics-minded” 
group, attaching top priority to economic development 
and willing to accept Western guidance and assistance 
in achieving development somewhat along Western 
lines.* No such conflict exists in the Philippines; even 
Filipino leaders who are keenly aware of their history 
have little resentment against American behavior to- 
ward them in the past; current anti-American feeling 
arises rather out of the behavior of the United States 
in the present. But even the anti-Americanism does not 


3 See B. Higgins, Indonesia’s Economic Stabilization and 
Development, New York: Institute of Pacific Relations, 1957; 
also “Indonesia’s Development Plans and Problems,” Pacific 
Affairs, June 1956. 
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take the form of resisting development along Western 
lines or with Western assistance. 

One unfortunate offsetting feature of the heritage 
from Spanish and American colonialism is the Filipino 
attitude (perhaps acquired from the Spanish rather 
than the Americans) towards corruption in govern- 
ment. Corruption among officials exists in both coun- 
tries, but the quality is different. In Indonesia, large- 
scale corruption in high places began only within the 
past three years, and was in the first instance a by- 
product of party politics. Moreover, the basic Indo- 
nesian attitude is that political corruption is sinful 
and should be punished. Quite different is the Filipino 
attitude toward “anomalies” (the well-known synonym 
for corruption in that country). Corruption in high 
places is more often for purely personal than for po- 
litical purposes, and many ordinary Filipinos seem to 
take it for granted that people in positions of power 
will use that power to line their own pockets. One 
sometimes feels that in the Philippines the sin is not 
in an official’s diverting public funds to his own bank 
account but in getting caught. More important, the 
Indonesian forms of corruption are less likely than the 
Philippines varieties to direct public policy away from 
general ends towards personal goals. 

Turning to more purely economic factors, one may 
note a difference which might be regarded as an “ef- 
fect” of historical differences: per capita income in the 
Philippines is nearly double that of Indonesia and is 
growing at a rate of at least 3 percent per year. In Indo- 
nesia, there is some doubt as to whether per capita in- 
come is growing at all, and it is certainly not rising 
more than | or 1.5 percent annually. The Philippines 
are also more advanced in terms of literacy and of 
the structure of production (40 percent of national in- 
come coming from agriculture as compared with In- 
donesia’s 55 percent) .* 

These differences are reflected in the development 
plans of the two nations. Indonesia plans to invest only 
6 percent of national income for development, the Phil- 
ippines 10 percent. In Indonesia total government ex- 


4 It will be noted in Table I that while a larger share of 
output comes from the agricultural sector in Indonesia, a 
larger share of employment is in agricultureX\in the Philip- 
pines. While the figures for both countries have a considerable 
margin of error, and the actual differences between the two 
countries may be less than these statistics suggest, the general 
picture suggested by them is what might be expected. Plan- 
tation agriculture in Indonesia is highly productive in terms 
of value produced per man-year, while productivity in indus- 
try and mining is higher in the Philippines. A more meaning- 
ful comparison might be peasant agriculture and cottage in- 
dustry on the one hand and plantations, mines, and manu- 
factures on the other; but figures are not available in this 
form. Superficial evidence suggests that productivity in peasant 
agriculture is about the same in both countries. 
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penditure is expected to exceed 15 percent of national 
income, in the Philippines it is to be limited to 11 or 
12 percent. More than half of total Indonesian invest- 
ment is to be governmental, while in the Philippines 
only 40 percent of the total is public investment. How- 
ever, it should be noted that the increase in the role of 
public investment implied by the plan is greater in the 
Philippines than it is in Indonesia. Indonesian public 
investment is largely for government enterprises, but 
in the Philippines. government investment is mainly in 


Tasre I. THe INDONESIAN AND Puitippines ECoNomMIES 
(1955 figures unless otherwise stated ) 
Indonesia Philippines 
Population (millions) 2 
Area (sq. miles) 
Av. density per sq. mile 
Max. density areas 
National income (mil- 
lions) * $9,000 
Per capita income $100 
Agric. income (percent 
of total) 55 
Agric. employment (per- 
cent of total) 60 
Major exports rubber, petrole- 


um, tin, coconut 


Java (1050) 


textiles, mineral 
fuels etc., ma- 


Exports (percent of gross 
national product) 

Net investment (percent 
of national income) 
Public investment (per- 

cent of total) 
Current Government ex- 


port (percent of gross 
national product) 13 


a Converted at official rates 


“impulse” sectors with the express purpose of provid- 
ing the basis for increased private investment. Similarly, 
the Philippines plan devotes much more attention to 
stipulation of policies to encourage and direct private 
investment—an aspect of planning almost totally ig- 
nored in the Indonesian plan. Finally, the Indonesian 
plan is essentially a combination of project and target 
planning, with little economic analysis. The Philippines 
development program has a highly sophisticated plan 
framework with a statistical-economic (almost econo- 
metric) approach. The Philippines plan also provides 
for annual revision. 


lucts, sugar, aba- 

products, tea, ca logs and 

tobacco, sugar lumber, iron 

‘ ore, chromite 

paints and dyes, 

fertilizer, paper, chinery, base 

iron and steel metals, trans- 

port equipment 

10 10 

5 10.3 

50 25 
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Since the Indonesian economy is still essentially stag- 
nant, the basic economic problem there is to generate 
a “take-off” into sustained economic growth. Capital, 
entrepreneurship, skills and foreign exchange are all 
bottlenecks, as in most under-developed countries. In 
addition, Indonesia has a peculiar problem arising out 
of the regional structure of the economy, technological 
dualism, and the “product-mix.” The Javanese rural 
economy simply cannot absorb Javanese population 
growth much longer without falling standards of liv- 
ing. Some increase in yields can still be obtained by 
seed selection, improved tillage, and cautious use of 
fertilizer, but such devices will give a breathing spell 
of only a decade or two at most. Continuing increases 
in productivity in Javanese agriculture can be obtained 
only through a shift to more extensive and more 
mechanized agriculture. Solution of the Javanese prob- 
lem requires that somewhat more than the additional 
300,000 families each year be absorbed elsewhere in 
the economy—into industries in Java or the Outer 
Islands, or into agriculture in the Outer Islands. All 
this is e:. ensive. Providing, say, 400,000 jobs a year in 
any of these ways would cost at least 4 billion rupiahs 
per year. 

Total capital requirements for a “take-off” have been 
estimated by the M.I.T. Indonesia Project at Rp. 12 
to 15 billion per year. The obvious lines of develop- 
ment are the creation of middle-sized import replacing 
industries on Java (where the market is) and carrying 
further the processing of export products of the Outer 
Islands (aluminum, tin smelting, pulp and paper, pe- 
troleum refining, etc.). 

Indonesia’s Five Year Plan does not provide for in- 
vestment on the scale or of the type required. The 
plan proper covers only the central government’s de- 
velopment projects of Rp. 12.5 billion for five years— 
little more than half of what is needed to solve the 
Javanese problem alone. The program includes Rp. 
7.5 billion for community development and Rp. 10 bil- 
lion for private investment, but no detailed projects 
have been presented in either of these categories, and 
in the case of private investment no suggestions are 
made for policies to encourage and direct this volume 
of investment. 

The conclusion that the investment budget in Indo- 
nesia’s first Five Year Plan is much too small is in 
effect corroborated by the National Planning Bureau. 
According to the Bureau’s own estimates, sustained 
growth will be achieved only in the course of the 
fourth Five Year Plan. The plan speaks of the sacrifice 
of the current generation for Indonesia’s future. In fact, 
however, the Indonesian development plan involves 
neither a sacrificial effort for one generation nor an 
early take-off into steady growth. Only 40 percent of 
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the expected small increase in per capita income (1.3 
percent) is to be recaptured for future investment, and 
60 percent is to be made available for higher consump- 
tion. Thus no “belt-tightening” is called for; on the 
other hand, in increase in per capita consumption of 
three-quarters of 1 percent per year, starting from the 
present low level, will hardly generate enthusiasm for 
the plan in itself. 


Tasie II. Structure or INDONESIAN, PHILIPPINES, 
AND INDIAN DEVELOPMENT PLANS 
India 
(Second 
Indonesia Philippines Plan) 


Total net investment (percent 


of national income ) 6 10.6 9 
Public net investment (percent 

of total) 55 40 60 
Private net investment (percent 

of total) 45 60 40 


Current Expenditures of Central 
Government (percent of gross 


national product) 12 7.3 
Structure of Public Investment 

(percent) 
Agriculture 13 8.5 11.88 
Irrigation 11 8.0 7.9 
Industry and Mining 25 23.0 18.5 
Transport 25 25.0 28.9 
Public Works (and other) -- 12.0 4.3 
Public Utilities (power) 14 16.0 8.9 
Social Development 12 7.5 19.7 


100 100.0 100.0 


Source: Five Year Plans of the three countries 
a Includes community development. 


The achievement of steady growth in twenty years 
depends on the increase of investment from 6.8 per- 
cent of national income in the first Five Year Plan to 
8.5 percent in the second Five Year Plan, 12 percent 
in the third five years, 16 percent in the next, and 20 
percent by the end of the fourth Five Year Plan. In- 
creases in investment are so small that with the im- 
perfections of national income statistics it would be very 
hard to tell whether year-by-year goals are being at- 
tained or not; yet even these modest goals require a 
more rigorous fiscal policy—and thus some enthusiasm 
for the plan. 


In addition, Indonesia’s political situation is clearly 
unstable. To satisfy the demands of dissident groups, 
particularly those of the Outer Islands, the government 
must either engender a united effort “to win the eco- 
nomic revolution,” or provide noticeable improvements 
in the standard of living in the near future. Actually, 
considering the optimism with respect to the incre- 
mental capital:output ratio it is doubtful whether the 
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plan will do more than keep pace with population 
growth. Moreover, the present plan leaves essentially 
untouched the growing discrepancies between per capi- 
ta output in Java and in the Outer Islands, which can 
only aggravate frictions between the center and the 
outlying regions. 

The main reason for such small-scale planning is 
that in Indonesia a “big push” would require decisions 
regarding the form of the economy and the society, re- 
lations of Indonesia to the West, and the like. Thus 
far Indonesian leaders have not been prepared to make 
decisions of this kind. Back of the long delay in com- 
pletion of the development plan, and the limited scope 
of the plan as completed, is the fundamental problem 
which confronts all aspects of Indonesian economic 
policy: the lack of resolution of the basic political con- 
flict concerning the relationship of Indonesia to the 
outside world. 

A casual glance at postwar figures of national in- 
come and output in the Philippines might lead one 
to conclude that economic development is no problem 
in that country. During the past six years national in- 
come has been rising by something more than 5 per- 
cent per year, while the price level shows a gently 
falling trend. Here is a record of “steady growth” that 
has few rivals in economic history; at first blush one 
might feel that the record of the Philippines is one that 
other countries might well envy. However, behind this 
attractive facade are economic and social disorders that 
threaten not only economic stability but social and 
political stability as well. 

There are four major economic problems in the Phil- 
ippines. First, maintaining past rates of growth will 
become increasingly difficult as time goes by; indeed, 
signs of retardation of growth have already appeared. 
Second, the rise in national income has thus far done 
little to relieve the extreme poverty of the vast ma- 
jority of Filipinos. Third, the balance of payments con- 
tinues in fundamental disequilibrium. Fourth, unem- 
ployment is high and apparently growing despite the 
rise in national income. 

The Philippines has shared with other war-torn coun- 
tries the experience of obtaining very high rates of re- 
turn on capital (very low incremental capital:output 
ratios, in economists’ jargon) during the reconstruction 
period. In the Philippines a large proportion of invest- 
ment between 1946 and 1952 represented reclamation 
and replanting of agricultural land, a process bringing 
substantial increases in output with little or no outlay 
on capital equipment. Fertilizer provided through the 
foreign aid program brought quick increases in agri- 
cultural productivity. The repair of damaged machines, 
buildings, transport equipment and the like permitted 
the restoration of whole complexes of productive ap- 
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paratus for very little cost. Large amounts of war sur- 
plus equipment were obtained at prices far below cost. 
All these conditions facilitated significant additions to 
output for relatively little capital outlay. 

Such opportunites, however, will not arise again in 
the near future. On the contrary, when the time comes 
to replace this inexpensive capital, costs are likely to 
be much higher than they originally were. True, in a 
plantation economy the expansion of output (particu- 
larly of coconut products) can continue for some years 
after investments were made. Nevertheless, it is to be 
expected that over the next five years capital: output 
ratios will be higher than they were during the recon- 
struction period. The figures of output indicate that 
the rate of economic growth has already tapered off 
to some degree, with a transition from “reconstruction” 
to “normal growth” somewhere around 1952. 

The impression one has of trends in the Philippines 
economy is very different if, instead of looking at only 
postwar figures of output and income, one converts pro- 


_ duction figures to per capita terms and compares pres- 


ent levels with prewar. The picture then obtained in 
the agricultural sector is one of restoration and sub- 
sequent maintenance of traditional relationships be- 
tween the number of hectares under cultivation and 
total population, with little change in output per hec- 
tare. For plantation output, both hectarage under cul- 
tivation and output is lower in per capita terms than 
it was before the war. The picture for minerals is 
mixed, but in any case these still play a small role in 
exports and income. 

In 1950 the United States Economic Survey Mission 
(Bell Mission) noted the large and increasing inequali- 
ties in income in the Philippines. There is little evi- 
dence that income distribution has since improved. Be- 
tween 1946 and 1954 entrepreneurial and company in- 
comes rose somewhat more than wage and salary in- 
comes. In the latter year, the proportion of national 
income going to entrepreneurs and property owners 
was much higher than in economically advanced coun- 
tries—56 percent of national income as compared to 
44 percent for wages and salaries. Wages of skilled in- 
dustrial workers in Manila actually fell somewhat be- 
tween 1950 and 1955, while wages of unskilled indus- 
trial workers in Manila showed only slight improve- 
ment. The increase in daily wages of agricultural work- 
ers was not sufficient to raise rural wage rates much 
above prewar or to bring significant changes in their 
severely curtailed way of life. 

The fiscal process does little to mobilize potential 
savings or to redress the maldistribution of income. 
The Filipinos blithely refer to themselves as “the 
world’s worst taxpayers”, and the label seems justified. 
Total tax revenues in recent years have been only 8 
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or 9 percent of national income, as compared to 10 
percent in Indonesia (with per capita income half as 
high), 25 percent in Burma, 16 percent in Japan, 2! 
percent in Ceylon and 22 percent in the United States 
and Canada. Tax evasion is widespread among the 
upper-middle and upper income groups. Corporation 
and personal income taxes together accounted for less 
than 20 percent of central government tax revenues 
in 1955, and only a small fraction of these was paid 
by Filipinos in the higher income brackets. More than 
half of the total revenues from income tax is repre- 
sented by taxes on corporations, a substantial share of 
which is paid by foreign concerns. Of personal income 
taxes actually paid, less than half the total is paid by 
Filipinos, and these represent mainly deductions from 
wages in the form of a withholding tax. The tax struc- 
ture as a whole is highly regressive; the great bulk of 
revenues come from commodity taxes of one kind or 
_ another which are shifted to the final consumer. 

Underlying the unequal distribution of income is the 
concentration of land ownership, a social problem 
which has caused much concern among the American 
advisers to the Philippine Government. Legislation of 
1954 has improved the tenant’s share of agricultural 
income, but the land reform law of 1955 does not 
seem to have had much effect on the distribution of 
land ownership. 

By and large, it seems safe to say that the standard 
of living of the masses of the Philippine people has 
improved but little over prewar levels, despite the con- 
tinuous rise in national income. Postwar increases in 
income, even more than wealth, have been concen- 
trated in the hands of the upper income groups. 

The Philippines has had a chronic import surplus 
ever since the war, and only large scale foreign aid, 
American expenditures on military bases and veteran’s 
pensions, and the like have prevented more serious losses 
of foreign exchange than have actually taken place. 
Even with these extraordinary sources of foreign ex- 
change, it has been necessary to make exchange con- 
trols increasingly rigorous to prevent reserves from 
falling to dangerously low levels. 

The favorable balance of Philippines commodity 
trade before the war depended upon a narrow range 
of traditional exports, most of which were products of 
plantation agriculture: copra and other coconut pro- 
ducts, sugar, forest products, fruit and tobacco. These 
commodities still provide the bulk of Philippines ex- 
ports. Coconut products alone still account for about 
40 percent of the value of exports and the first four 
groups for over 80 percent. 

These plantation industries now face serious prob- 
lems. As in Indonesia, the total area under plantation 
crops is still below the prewar level. The problems con- 
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fronting the plantation industries of the Philippines are 
largely the same as in Indonesia: loss of productive 
land through destruction, squatters, blight, disease and 
inadequate maintenance, combined with increasing 
competition from synthetics and other rival products. 
But, whereas market prospects for natural rubber are 
reasonably bright for some years to come and the 
market for petroleum products is rapidly expanding, 
the outlook for the major exports of the Philippines 
is much darker. The principle use of coconut products 
is the manufacture of soaps. In the American market, 
which absorbs 40 to 50 percent of Philippines exports 
of coconut products, soap is being increasingly displaced 
by detergents. Sugar remains the second most impor- 
tant Philippines export, but here the major limiting fac- 
tor is the American quota of 952,000 short tons. The 
present agreement with the United States Government 
ends in 1974; if then the arrangements are not re- 
newed, the prospects for Philippines sugar exports will 
be dim indeed. Among all major Philippines exports, 
abaca (Manila hemp) has suffered the most severe set- - 
back from prewar days; the United States Department 
of Commerce Survey of the Philippines says, “So seri- 
ous are the problems of the Philippines abaca industry 
that there is some question of its ability to survive.” 
Meanwhile, no new exports have appeared on the 
horizon which seem capable of replacing the tradi- 
tional ones in the short run. 


The National Economic Council of the Philippines 
estimated the 1956 level of unemployment, including 
persons employed less than half time, at 1.9 million 
people, or 19 percent of the labor force. If disguised 
unemployment were included, the figure could of course 
be much higher. As yet no reliable estimates of the 
trend in unemployment are available, the only pub- 
lished figure being in the Central Bank Annual Re- 
port for 1954-1955, which (in conjunction with the 
National Economic Council’s new estimate of increase 
in the labor force of 275,000 per year) would indicate 
an increase in unemployment of more than 100,000 
persons per year. However, it seems likely that the 
Bank’s figure underestimates increases in rural em- 
ployment; a better assumption might be that open un- 
employment is growing by 50,000 to 70,000 per year 
and disguised unemployment by 70,000 to 80,000. 

The increase in unemployment is made more serious 
from the social and political point of view by the 
tendency for disguised unemployment to move into the 
cities and become open. The postwar growth of Manila 
in particuiar has failed to produce a proportionate in- 
crease in a number of productive full-time jobs. A par- 
ticularly serious aspect of the whole employment pic- 
ture is growing unemployment of educated people. 
With nearly 200,000 students in Philippines universities 
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and some 600,000 students in high schools, it would 
appear that graduates of these institutions are being 
turned out faster than jobs are being created for them 
in technical, professional, and administrative positions. 
Indeed the total number of high school and college 
graduates cach year exceeds the estimated total in- 
crease in employment. Moreover, the curricula of Phil- 
ippines universities are not adapted to a developing 
economy; law and the humanities still account for a 
large proportion of university degrees, and relatively 
few Filipinos receive vocational or technical training. 
Obviously university graduates and even high school 
graduates will be less content than uneducated chil- 
dren to return to the barrios (villages) if they do not 
find employment in the cities. 


Planning Problems and Organization 

Thus the task o: economic development planners 
in the Philippines has four major aspects, conforming 
to the major problems to be solved: 

(1) Past rates of economic growth must be main- 
tained in the face of increasing difficulties. This will 
require substantial increases in net investment. While 
the general situation was mildly deflationary until re- 
cent months, the required increase in developmental 
investment could not be undertaken without inflation, 
unless it is financed by increased voluntary savings or 
taxes. 

(2) A larger share of investment must be directed 
towards providing for the needs of the lower income 
groups, and the tax system and its administration must 
be reformed so as to permit the lower income groups 
to share more heavily in the increases in national 
income. 

(3) The structure of production, and particularly 
the structure of exports, must be changed so as to pro- 
vide new sources of foreign exchange. At the same 
time, import-replacing industries must be developed. In 
general, a much more rapid growth of the relative 
share of manufacturing in national income must be 
encouraged. 

(4) Means must be found of increasing the rate of 
job creation. In part this can be done by increasing 
the total level of development investment, and in part 
by giving higher priorities in the development program 
to enterprises (public and private) with relatively low 
capital: job ratios. 

The preparation of development plans in the Phil- 
ippines is the responsibility of the National Economic 
Council. Under Reorganization Plan No. 10, the Na- 
tional Economic Council is also assigned the function 
of advising the government on all aspects of monetary, 
fiscal, foreign exchange, tariff, reparations, and other 
policies relating to economic development. The com- 
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position of the National Economic Council is somewhat 
curious. There are two Senators and two members of 
the House of Representatives; these positions are ne- 
cessarily largely political. The Governor of the Cen- 
tral Bank and the Chairman of the Board of Rehabili- 
tation Finance Corporation are ex officio members. 
There is then one representative each for industry, agri- 
culture, and labor. Thus the National Economic Coun- 
cil combines features of the Council of Economic Ad- 
visers and the Joint Committee on the President’s Eco- 
nomic Report, the Board of Governors of the Federal 
Reserve System, and the Russian Supreme Econornic 
Council. 

The Council has a sizeable secretariat, divided into 
three Offices: Statistical Coordination and Standards, 
Foreign Aid Coordination, and National Planning. It 
is the last of these which is concerned with the actual 
work of putting together a developmnt plan. The Of- 
fice of National Planning in turn is divided into six 
branches: agricultural resources, services (utilities), so- 
cial development, trade and commerce, industrial re- 
sources, and finance. 

In comparison with the planning staffs in most 
under-developed countries, the Office of National Plan- 
ning is in an enviable position with respect both to 
numbers and to quality of its personnel. Each branch 
has a chief with special training and some years of ex- 
perience in his field, supported by varying numbers of 
qualified technicians. Moreover, the National Economic 
Council is able to draw on the expertise of the Cen- 
tral Bank, the Budget Commission, the Industrial Re- 
search Center, and other government agencies, although 
it has not always made the most of these opportunities. 

The relatively large number of trained people, plus 
an unexplained Filipino passion for statistics, may ex- 
plain the highly sophisticated methods of the Office 
of National Planning. All the latest devices of the de- 
velopment planner’s craft are brought to bear in the 
preparation of the Philippines Five-Year Development 
Program. The starting point is a target increase in na- 
tional income, which has been set as 6 percent, slightly 
above the average of recent years. The target national 
income is then broken down by major sectors, using 
the actual structural distribution in recent years as a 
starting point, and providing for desired structural 
change within the economy during the planning period. 
Estimates are then made of the incremental capital:- 
output ratio in each of these sectors. Thus the income 
targets, together with the sectoral capital:output ra- 
tios, provide the estimate of capital requirements. 

The distribution of investment between the public 
and private sectors starts from the traditional distribu- 
tion of investment within the country, but makes sore 
attempt to undertake in the public sector as much 
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investment in “impulse sectors” as can be counted 
upon to bring with them increases in private invest- 
ment as well. A separate estimate is made, using a 
rather refined multiplier formula (complete with mar- 
ginal propensities to consume and import and the like) 
of the amount of deficit-financed development spend- 
ing that can be undertaken without creating an unde- 
sirable degree of inflationary pressure. Finally, in al- 
locating foreign exchange, intermediate and long term 
credit, and tax privileges, use is made of a priority 
formula, which is an adaptation to the Philippines 
economy of the investment formula worked out by 
Hollis Chenery of Stanford University. In effect, this 
formula attempts to assign priorities according to the 
ratio between “benefits” in terms of net contribution 
to national income (including external economies), net 
contribution to employment, and net improvement of 
the balance of payments, to cost in terms of capital 
and foreign exchange. In the public sector, priorities 
are assigned mainly on the basis of advice from gov- 
ernment departments and corporations, within the gen- 
eral framework worked out by the National Economic 
Council. It is possible, however, that the National Eco- 
nomic Council will at some stage decide to apply the 
priority formula in the public sector as well. 

While these methods are virtually beyond reproach, 
there are some unsatisfactory features of their applica- 
tion to the actual problems of the Philippines. These 
shortcomings reflect the political and social environ- 
ment within which plans must be made rather than 
any deficiencies of technique among the professional 
planners. 

The development program starts, as it should, with 
an analysis of the problems which the plan is designed 
to solve. It proceeds to a brief statement of the major 
objectives of the plan. The public investment program 
is presented in some detail, which is proper, since this 
is the sector over which the government has direct con- 
trol. There are separate chapters on Social Develop- 
ment, Finance, and Public Administration. The chap- 
ter on financing is brief, but this defect is perhaps 
inevitable in view of the wish to withhold presentation 
of the fiscal and foreign exchange budgets until the pri- 
vate sector of the plan has also been discussed. The 
chapter on administration has one glaring omission: 
it takes no account of problems of business administra- 
tion, which may be as important as public administra- 
tion in an economy such as the Philippines. Perhaps 
later versions of the plan could include some discussion 
of the training and recruitment of managers. 


The chapter on financing private investment is in an 
appropriate form, but varies somewhat as to substance 
from one section to another. The sections on tax policy, 
reparations, foreign aid and foreign investment are 


well worked out; those on encouraging and mobilizing 
savings, on monetary and credit policy, on budgetary 
policy, and on tariffs lack positive proposals. However, 
the presentation in this chapter has the advantage of 
making it clear what the weak sections are, so that 
the National Economic Council can direct further re- 
search efforts to these areas in subsequent versions of 
the Program. 

The inclusion of a foreign exchange budget and a 
fiscal budget for the whole five year period is a strong 
feature of the program. Another significant feature is 
a separate Part on “recommendations for action by the 
various agencies of the government.” 

A major problem underlying the program is the lack 
of adequate data on past levels of national income and 
of investment. A discerning reader soon discovers that 
what the plan really proposes is a mere extension of 
the status quo. It is said at one point that the rate of 
increase in national income has been in excess of 5 
percent since the war, and in the last year or so has 
been about 6 percent; yet the target is merely a 6 per- 
cent increase in national income. Similarly, the report 
now cautiously states that net investment in the recent 
past has been less than 10 percent of national income, 
but the plan does not raise it above 10 percent of na- 
tional income. Caution with respect to statistics is ad- 
mirable; but the program would be strengthened by a 
frank statement that the objective of economic devel- 
opment in the Philippines is not to accelerate the rate 
of increase in national income, but to sustain it in the 
face of increasing difficulties as the period of recon- 
struction recedes into the past; to distribute the fruits 
of economic growth more widely; and to translate the 
increase in national income into decreasing unemploy- 
ment. 

It is by no means certain that the present plan will 
achieve these objectives. Even with optimistic estimates 
of employment-creation, it would take thirty years of 
investment at the planned level to eliminate unemploy- 
ment. With more modest estimates of employment- 
creation the planned investment would not reduce un- 
employment at all. Moreover, while the estimate of 
capital-cost-per-job is reasonable, it is by no means pes- 
simistic; indeed $2,000 per job would seem to be about 
the minimum reasonable estimate for the kind of pro- 
gram which is proposed. 

The Program as published avoids reference to the 
underlying estimated capital:output ratios. It is _per- 
haps better to state the plan in general terms than to 
rely too much on ratio estimates of dubious validity. 
But there is always an implicit ratio in any development 
plan that gives both an investment program and an 
income target, and this implicit ratio is very much on 
the low side—about 2:1. This figure is a highly op- 
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timistic one for a program with the complexion of the 
one proposed in the draft plan. The second Indian Five 
Year Plan has an implicit ratio of 2:2. Most of its 
critics were agreed that even this figure is much too 
low, and experience thus far supports the critics. Yet 
the Philippines plan is more heavily weighted with 
high-ratio projects than the Indian one. 

Indonesia and the Philippines face common obstacles 
to economic development. In both countries the 
achievement of sustained growth requires drastic struc- 
tural change, involving the development of industrial 
exports and import-replacing industries. To reach rea- 
sonably high standards of living for the whole popu- 
lation, the structural change must be carried to the 
point of reducing substantially the proportion of em- 
ployment in agriculture and shifting to more extensive 
and more mechanized techniques in the peasant agri- 
culture sector. This latter form of change is more press- 
ingly needed in Indonesia because of the limitations 
on further expansion of agricultural output on Java 
with present techniques, and the concentration of popu- 
lation on that island. On the other hand the problem 
of unemployment would seem to be more serious in 
the Philippines, and the social problems accompanying 
unbalanced growth would seem to be more severe. In- 
deed the Philippines problem is one of maintaining past 
rates of increase in income, while achieving structural 
change, reducing unemployment, and spreading the 
benefits of economic growth. 

For the accomplishment of development goals, In- 
donesia seems more blessed by nature and the Philip- 
pines more blessed by history. Indonesia starts her 
planned development with a wide range of natural re- 
sources which permit balanced growth without diffi- 
culty. But she also starts with a severe lack of trained 
and experienced public administrators, entrepreneurs 
and managers, and technicians; with the hampering 
influence of extreme nationalism; and with the knotty 
problem of population pressure on Java, which is closely 
related to the problem of political disunity that is now 
occupying most of the energies of national leaders. In 
Indonesia the main requirement for economic develop- 
ment is the achievement of political unity so that the 
government can get on with the job. 

On balance, it appears that the Philippines is in a 
stronger position than Indonesia for early achievement 
of sustained economic growth. The country is less 
plagued by problems of stabilization. Both the internal 
and external values of the currency have been kept 
stable for several years, and the mild inflationary pres- 
sure that has developed in the past year is not cause 
for great concern. While there is pressure on the ex- 
ternal value of the peso, it is of a kind which is re- 
lated to the long-run necessity of structural change ° 
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rather than to short-run fluctuations in the foreign 
exchange market. Thus the Philippine authorities need 
not devote as much time and energy to stabilization as 
their counterparts in some other countries, including 
Indonesia. They have more freedom to concentrate on 
problems of economic development. 

Second, because of the relatively high per capita in- 
come in the Philippines, internal financing of the lion’s 
share of investment requirements presents relatively 
little difficulty. Foreign exchange must be found to 
pay for the imported raw materials and equipment 
needed for development, but further cuts in luxury 
imports could provide most of that. The concentration 
of income and wealth presents social problems, but it 
can be converted into a source of strength from the 
standpoint of economic development. It means that high 
ratios of savings and investment to national income 
can be achieved without reductions in the standard of 
living of the masses of the people. In the Philippines, 
diverting 12 to 15 percent of national income to public 
and private investment- purposes, which is necessary 
to launch a process of sustained economic growth, can 
be accomplished without imposing hardship on any 
group, even in the short run. 

Third, the Philippines’ higher standards of literacy 
and education, while they produce social problems when 
unaccompanied by an appropriate development pro- 
gram, can become a major asset if such a program is 
formulated and executed. A high level of literacy is 
the basis for quick and widespread results in agricul- 
tural extension work, manpower training programs, and 
other measures designed to raise manhour productivity. 
The importance attached to higher education, with 
some redesigning of university curricula, makes it easier 
to provide the flow of managers and technicians needed 
for relatively rapid industrialization. Moreover, perhaps 
because of the decades of association with the United 
States, Filipinos are a good deal more “technology 
minded” than many of their neighbors; there is less 
resistance to technical change and more interest in new 
techniques than in many underdeveloped countries. 

Finally, and perhaps most important, the Philippines 
does not as yet suffer from population pressure. The 
rate of population growth is high, but the base on which 
it takes place is still small relative to resources. Accord- 
ingly, the Philippines has been granted a “breathing 
spell” which many under-developed countries do not 
have, during which higher levels of productivity can 
be achieved so as to permit a rise in national income 
significantly higher than population growth. 

Together, these factors provide a basis for rapid eco- 
nomic development in the Philippines that few under- 
developed countries enjoy. It is a matter of seizing the 
opportunity before it is too late. 
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Patterns of Foreign Investment 


in Thailand 


BY AMOS YODER 


M** OF THE UNDERDEVELOPED countries of Asia 
are beginning to realize the importance of at- 
tracting foreign capital, since they are too poor to fi- 
nance programs of rapid economic expansion out of 
their own resources. This article attempts to describe 
the role of foreign capital, including foreign loans, in 
Thailand and to analyze the strong and weak points of 
different types of foreign investment in that country. 
Since Thailand’s foreign investment problems are simi- 
lar in many respects to those of several other Asian 
countries, the analysis may throw some light on their 
problems also. 

Thailand makes a good case study. For a number 
of reasons, it ranks high among Far Eastern countries 
as a field for investment: both major Thai political 
groups are friendly towards the West; there is no im- 
portant legislation discriminating against foreign in- 
vestors, who can remit their profits without restrictions; 
and in the past few years a sense of security has been 
restored to the area with the ending of the war in 
Indo-China and with the establishment of the SEATO 
alliance strengthened with a large military aid program 
for Thailand. Further, the country’s output appears to 
be expanding at over 4 percent a year in real terms, 
its foreign exchange reserves have increased, and the 
foreign exchange value of its currency has remained 
stable. Nevertheless, it needs foreign capital since its 
per capita Gross National Product is close to the ex- 
tremely low average of the underdeveloped countries 
of Asia, and it has undeveloped land, mineral, labor 
and water power resources which, if developed, could 
raise its output. 

Foreign investment was dormant during World War 
II and remained so until after 1947 when the inflation 
(which originated in the Japanese occupation) was 
finally controlled. The political situation also became 
relatively stable after that year with the coming to 
power of the Pibul administration which was to last 
for a decade until Premier Pibul was ousted in the 
military coup of 1957. 

In 1949 the Thai government began discussing de- 
veiopment loans with the World Bank, which later 
made loans of over $40 million for development pro- 
jects. New private investment expanded at about the 
same time. The past two years have seen considerable 
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amounts of foreign loans channeled into the National 
Economic Development Corporation, a nominally pri- 
vate firm formed by top government officials. It is too 
early to draw conclusions as to the relative success of 
these different types of investment, but there is enough 
evidence available now to indicate which types show 
the most promise. 

The World Bank (IBRD) is the largest single for- 
eign investor in Thailand. The most important project 
financed with one of its loans is the Chainat Dam 
project, which was formally opened in February 1957. 
The total cost of the project is almost $50 million, of 
which $18 million was financed by the Bank. The 
Chainat project is designed to provide increased irri- 
gation for a large portion—about 75 percent—of Thai- 
land’s rich central plain which provides almost all of 
her main crop, rice. Both Thai and American experts 
estimate that this irrigation will provide Thailand with 
about half a million metric tons of rice in addition to 
the present annual export of 1.2 million metric tons of 
milled rice. Large quantities of soy beans or other dry 
season crops can also be grown during the dry season 
with the help of the new irrigation facilities. 

The history of this project illustrates the careful plan- 
ning necessary to obtain the approval of the World 
Bank. As long ago as 1905 the Thai government had 
employed Mr. Homan Van der Heide, a Dutch expert, 
to make an investigation of Thailand’s irrigation sys- 
tem. After a three-year study he recommended that a 
dam be built at Chainat, together with distribution 
canals, to supply water in the central plain down to 
the Gulf of Thailand. As the government could not 
raise enough money to finance the project, however, 
only minor parts of the system were started. In 1914 
Sir Thomas Ward, an English expert, was employed, 
and he confirmed Mr. Van der Heide’s proposals with 
one minor alteration. Thailand, however, was able to 
build only minor dams in his proposed system before 
World War II. Surveys and detailed planning for the 
irrigation project continued during World War II un- 
der the direction of Mom Luang Xujati Kambhu, the 
Thai government’s chief engineer, who later was a 
key figure in arranging for the World Bank loan. After 
the end of the war when rice was in short supply, still 
another survey was made by the Food and Agriculture 
Organization which recommended that the construc- 
tion of the project be expedited. 
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Meanwhile the Irrigation Department of Thailand 
had established close relations with the U.S. Bureau of 
Reclamation in order to increase the number of its 
skilled personnel and to learn the most modern tech- 
niques of irrigation development. In 1947 the first 
group of 30 Thai engineers went to the United States 
for special training. By the end of 1955, over 90 had 
been sent to the United States by the Irrigation De- 
partment including some whose training was financed 
by the U.S. aid program. 

In 1949 Thailand requested the World Bank to aid 
in the financing of the Chainat Dam. When the Bank 
requested another review of the main engineering prob- 
lems of the dam, it was natural that the U.S. Bureau 
of Reclamation was chosen to undertake the task. 
After the Bank approved the loan for $18 million, the 
Bureau of Reclamation designated, at the Thai Irri- 
gation Department’s request, an American engineer to 
design the dam and navigation lock and another en- 
gineer to act as advisor in the Irrigation Department’s 
workshops, which were expanded and modernized with 
the loan. A Scottish firm was engaged for technical as- 
sistance in construction of the dam. 

Also in 1949 the Bank, at the request of the Thai 
government, began discussing other loans to help in 
the development of the country, including one to 
modernize the Thai railway system and another to de- 
velop a modern port in Bangkok. In November 1950 
it was announced that the Bank planned to lend Thai- 
land $7.4 million for these projects. 

One of the World Bank’s services is to provide tech- 
nical advice to underdeveloped countries and since 
Thailand traditionally has been receptive to foreign ad- 
vice, it is not surprising that the government has 
adopted many of the Bank’s recommendations. The 
decision of the World Bank to make a loan to the Thai 
railways in 1950 was followed in 1951 by the gov- 
ernment’s action in making the railway administration 
into an autonomous unit separate in most respects from 
the Ministry of Communications. A modern system of 
accounting was established and a General Advisor rec- 
ommended by the Bank was installed. Since 1952 the 
railways have made a profit even though they have 
been engaged in an ambitious modernization program 
with the help of the Bank. Thus the loan, which was 
primarily for redesigning and re-equipping railway 
workshops and for purchasing signalling equipment, 
was followed by a widespread improvement of the 
whole railway operation. 

The Bank’s advice was also felt in wider areas than 
the technical aspects of dam construction, railways 
operations and port development. Having a stake of 
$25.4 million dollars in Thailand’s economic advance- 
ment and noting that the Thai government was asking 
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for further loans for railroads and dam construction, 
the Bank in 1953 and 1954 became quite concerned 
with Thailand’s overall economic position, particularly 
with its sizeable budget deficits and the strain on its 
balance of payments. Bank representatives visited Thai- 
land during this period and made a number of sug- 
gestions for improving the situation. Partly as a result 
of their technical advice and partly also because their 
suggestions gave support to a group of competent Thai 
officials who wanted to institute reform measures, a 
number of budgetary and financial reforms were 
adopted. In the latter part of 1954 the situation had 
improved to such an extent that the Bank began ne- 
gotiating another railway loan agreement, signed in 
the middle of 1955. Under its terms the Bank was to 
provide $12 million to finance part of the $48 million 
railway rehabilitation program. The total program in- 
cluded supplying 30 diesel locomotives, new rails for 
1400 kilometers of track, over 1000 coaches and freight 
cars, automatic couplers to permit longer trains, and 
a modern telecommunications system to permit more 
efficient routing of freight cars. In October 1956 the 
Bank made another loan of $3.4 million to the Port 
Authority for dredges to help maintain the channel to 
the Port of Bangkok which had already been developed 
with the 1950 loan. 

Potentially the most important of the Bank’s advisory 
activities will be the mission, which the Thai Cabinet 
invited the Bank to send in December 1955, to survey 
its resources. The mission, which began work in July 
1957, will study Thailand’s economy and recommend 
a program for general economic development. 

The World Bank is now carrying on final negotia- 
tions with Thai officials on the biggest loan of all, to 
finance the Yarn Hee hydro-electric project. This pro- 
ject was surveyed by Thai and foreign engineers (in- 
cluding one from the U.S. Bureau of Reclamation) and 
by a World Bank team. It is to provide cheap elec- 
tricity for Bangkok and ultimately provide five times 
as much electric power as Thailand now possesses. 

The strong points of the World Bank’s investment 
program are evident. Its projects are well engineered 
and the Bank requires enough technical advice to en- 
sure their success. In addition the Bank has provided 
financial advice that helped strengthen the hand of 
those Thai officials who sought to improve budgetary 
and financial administration in the Thai government. 

Although the United States is putting large sums of 
money into an aid program for Thailand, this program 
as a whole is not strictly the “bankable” type of for- 
eign investment considered in this article. The prin- 
cipal motive of the U.S. aid program is political—to 
help strengthen Thailand as an ally so it can resist 
any Communist attempts at aggression or subversion. 
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Moreover, almost all of the aid is in the form of grants 
and not loans. The program, however, has played an 
important part in helping strengthen the Thai economy, 
thus facilitating repayment of loans from foreign in- 
vestors. It has also improved the security of the area, 
which in turn has improved the climate for foreign 
investment. Finally, it is helping to raise the produc- 
tivity of the population through technical advice and 
direct assistance in health projects. 


Three years ago Viet Minh Communist troops had 
invaded Laos and were on the northeastern borders of 
Thailand. Since that time the U.S. military aid pro- 
gram, begun in 1950 after the Korean War, has made 
great advances. Thailand now is much more secure in- 
ternally from any rebellion instigated by the Commu- 
nists and, with the aid of its SEATO allies, it would 
be able to resist vigorously any attacks from without. 
Thailand’s armed forces have modern equipment and 
are being trained to use it effectively. A modern high- 
way is being constructed near Laos in the northeast 
and north and a modern naval base and modern air- 
fields are being built. (In fact, the situation has been 
stabilized to such an extent that many consider the 
major value of the Friendship Highway—Northeast 
Highway—to be its use in helping open up the un- 
developed northeast region of Thailand.) This sense 
of security is of crucial importance, since the uncer- 
tain political and military situation in Southeast Asia 
had been one of the major deterrents to foreign in- 
vestment. 


The U.S. economic aid program is making a more 
direct contribution to the Thai economy. The demon- 
stration of modern methods of agriculture, the im- 
provement of rice strains, and other technical advice 
will help expand production. The improvement of 
health through the malaria eradication program and 
the help in establishing health centers is increasing the 
productivity of the people. The road improvement pro- 
gram is opening up new areas of Thailand and the 
projected telecommunications system will help expand 
its commerce. The program also calls for the develop- 
ment of a modern electric power distribution system 
in Bangkok and for additional power facilities. These 
latter programs, incidentally, have brought several 
American engineering firms into Thailand. The im- 
provement of school facilities, the advice on the teach- 
ing program, and the encouragement given to the agri- 
cultural college and to extension work will take years 
to show results, but are of critical importance if Thai- 
land is ever to develop a modern economy. All these 
expenditures are stimulating and strengthening the 
economy. It has also been reported that discussions 
have been held with the Thai government on plans 
to set up an industrial loan fund with possible finan- 
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cial assistance by the United States. The final arrange- 
ments for setting up an organization to lend the money 
have not yet been made, but the funds, if forthcoming, 
would be used for a bankable type of project which 
cannot obtain money from private sources. 

The National Economic Development Corporation 
Limited (NEDCOL) has been successful in attracting 
private foreign loans. It is legally a private firm, though 
formed by top government officials, including cabinet 
officials. The fact that it has strong government sup- 
port has attracted two big foreign investors—the Bank 
of America and the French Société de Fives Lille— 
which have made loans totalling over $30 million. 
The government, which has an excellent reputation for 
paying off its foreign loans, has guaranteed NEDCOL’s 
loans and has provided it with tariff and other forms 
of protection. Whether the firm will be successful in 
producing a profit with the aid of this protection, how- 
ever, remains to be seen. 

NEDCOL’s first venture was its purchase, with a $10 
million Bank of America loan, of the North East Jute 
Mill Company which owned a jute bag factory in 
northeastern Thailand. After the purchase it arranged 
to install modern machinery in place of the existing 
machines, some of which were 50 years old. It also 
constructed a modern mill (adjoining the first) which 
started operating at the beginning of 1957. The two 
mills will produce about 20 percent of Thailand’s re- 
quirements of gunny bags. Sale of their products is 
ensured, since by government regulation importers of 
gunny bags must buy one Thai bag for every five im- 
ported. The price is fixed by a semi-governmental mo- 
nopoly that purchases and then sells all locally made 
gunny bags. Gunny bags are also protected by a size- 
able tariff. In addition NEDCOL obtained a special 
concession from the government at the end of 1956 
allowing it to import gunny bag machinery for its new 
plant duty free and granting it an exemption from 
taxes on the first five percent of its profits, calculated 
on the basis of capital invested in the company. Despite 
these privileges the gunny bag operation is losing mon- 
ey, perhaps partly because of the very high price paid 
for the original factory, which was heavily in debt. 


NEDCOL is building two sugar factories with the 
help of a seven-year French loan. These factories, 
scheduled to be completed in 1958, will provide about 
half of Thailand’s sugar consumption, while other Thai 
firms produce the remainder. The head of NEDCOL’s 
sugar enterprise is head of the semi-governmental mon- 
opoly for distributing sugar and sugar is also protected 
by a tariff and quota controls; the sugar enterprise 
thus appears to be a potentially profitable operation. 
NEDCOL is also constructing a paper mill which is 
scheduled to open in May 1958. The raw material will 
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be principally rice straw, which is available in abun- 
dance. The factory will produce about 40 tons of writ- 
ing and printing paper per day. NEDCOL recently 
purchased with its stock the government’s paper fac- 
tory, giving it a monopoly of paper production. Paper 
is also protected by quota controls and a tariff. The 
Corporation’s latest enterprise is a relatively small 
marble company. Nine Italian marble experts are be- 
ing employed to help operate Italian-made machinery 
and equipment. 

All the above enterprises would be potentially profit- 
able if run with reasonable efficiency. The system un- 
der which NEDCOL operates, however, presents temp- 
tations which will cause it many difficulties. The nor- 
mal interest rate obtained by Thailand’s banks and 
other lenders is anywhere from 15 to 25 percent. The 
organizers of NEDCOL undoubtedly hope to gain 
profits of a comparable order. If large funds are with- 
drawn as “profits” too soon, however, before the man- 
agers obtain the experience necessary to run a big en- 
terprise properly, the Corporation’s future success will 
be seriously jeopardized. 


Direct Foreign Investment 

According to a Bank of Thailand survey, private 
foreign investors at the end of 1954 had invested the 
equivalent of about 40 million dollars in Thailand. 
About 95 percent of this was direct investment, that 


is, in branch offices or subsidiaries of foreign firms.’ 
About 69 percent of the direct investment was by firms 
in the field of wholesale trade and about 23 percent 
in mining enterprises. Next in importance was chemical 
manufacturing, with 4 percent, and other enterprises 
including some net repatriation of investment accounted 
for the remaining 4 percent. 

The largest single private foreign capital investor 
in Thailand was a branch of the Danish shipping and 
trading firm, the East Asiatic Company, which in 1954 
carried an investment in Thailand of over $5 million. 
The branch is principally a trading firm and a little 
over half of its investment was carried as stocks of 
goods and as accounts receivable from Thai debtors. 
This firm, however, like many other important trading 
firms in Thailand, also had sizeable investments in other 
enterprises, such as a saw mill, a rice mill, wharves, 
a rubber smokehouse in the south, a seedlac plant, ele- 
phants and equipment for a teak concession in the 
north, and shares in a construction firm and a ship- 
ping firm. This accounts for practically all the Danish 
investment in Thailand, and since the survey shows 

1 The survey covered companies and limited partnerships, 
but did not cover other types of firms which are not very 
important in the foreign investment picture. It excluded banks, 


as well as foreign investment in NEDCOL, which is not con- 
sidered “capital” investment. 
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that Danish investment declined from 1950 to 1954 it 
can be assumed that this firm’s investment is decreas- 
ing. A major reason for this disinvestment is that the 
government has granted much less desirable teak con- 
cessions to the foreign companies than those they for- 
merly held. The companies have thus been cutting back 
on their teak operations and writing down the value 
of their sawmills, elephants, and other assets. 

Other large foreign trading firms with substantial in- 
vestments in teak or rubber are British: the Borneo 
Trading Company, the Bombay-Burmah Trading Cor- 
poration, Leonowens, and the Anglo-Thai Company. It 
has been said that firms exclusively in the import busi- 
ness in Thailand are not in a position to make good 
profits, and that profits of the large foreign trading 
firms come primarily from other enterprises such as 
teak, rubber, shipping commissions, ticket sales and in- 
surance. All trading firms, however, have probably in- 
creased their investment in trading activities in the past 
few years by increasing inventories to keep up with 
the growth of foreign trade, which has been increasing 
by about 7 percent a year. 

The other major type of wholesale trade investment 
in Thailand is in oil, almost monopolized by three 
firms: Shell, Standard-Vacuum and Caltex. In the past 
several years these companies have been investing mil- 
lions of dollars in Thailand in the form of inventories 
and new filling stations. A new law, scheduled to go 
into effect at the beginning of 1958, will abolish curb- 
side pumps, and accordingly many service stations have 
been constructed in the past two years in preparation 
for this change. The Bank of Thailand survey showed 
an increase from about $17 million to $27 million in 
the wholesale trade sector between 1951 and 1954, and 
it is likely that a major share of this increase was in- 
vestment by the oil companies. 

Investment in the second largest sector of direct for- 
eign investment in Thailand, mining, increased from 


. 1951 to 1954 from about $5.7 million to about $9 mil- 


lion. About 90 to 95 percent of the value of metals 
mined is in tin. British and Australian firms produce 
about 60 percent of the tin, while the other 40 percent 
is owned by persons of Chinese descent. Recently the 
government has refused to grant foreign companies 
long-term leases as previously, giving at best a five- or 
six-year extension of current leases. Recently, however, 
Japanese capital has joined with a majority interest 
of Thai capital in two important mining companies, 
these two firms representing the most important new 
direct foreign investments in Thailand in the past two 
years. 

Other foreign capital investments important to Thai- 
land are an Australian glass factory established about 
four years ago, and the Siam Cement Company estab- 
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lished in 1913 by Danish capital. Although there are 
a few Danish managers in key positions in the latter 
plant, the Company is mostly operated and owned by 
Thai citizens. The other large foreign factory that has 
expanded since the war (a soap products factory owned 
by the British-Dutch firm of Unilever) is undergoing 
further expansion. In the past year, several Japanese 
private companies have made surveys that may well 
result in important investments in Thailand, particu- 
larly in the mining, petroleum and fishery fields. 

All the above private enterprises appear to be effi- 

ciently operated and to be making a profit, an impres- 
sion confirmed by the Bank of Thailand survey, which 
showed that through 1954 these firms as a whole made 
substantial profits. They appear to be more efficiently 
run than the one NEDCOL concern which has been 
in full operation, the ¢:mny bag factory. The foreign 
concerns also require inuch less protection. There has 
been no move of major importance by the established 
foreign firms in recent years, however, to branch out 
into new fields of industrial activity. 
_ There is one other important type of foreign loan 
which could be termed an investment in Thailand. 
This is “supplier credits” by foreign private firms to 
governmental and semi-governmental bodies. These 
loans, which probably amount to less than $10 million, 
are guaranteed by the government. It should be re- 
called that the government also guaranteed the loans 
to NEDCOL, the only loans to a private firm so guar- 
anteed. The supplier credits to government bodies gen- 
erally have terms ranging from 2 to 7 years. The most 
important items financed in this manner have been 
three bridges across the Chao Phya river at Bangkok, 
water supply equipment, electric generating equipment, 
and three Super Constellation airplanes for Thai Air- 
ways. 

These credits are an important source of funds for 
Thailand in carrying out economic projects. They dif- 
fer from the International Bank loans and private 
capital investment in that the foreign firms extending 
such credits are interested not so much in the profita- 
bility of a project, as in the credit-worthiness of the 
Thai government. This may also be true to some extent 
of the loans to NEDCOL (although an attempt was 
made by foreign experts to survey the cost factors in 
the sugar and paper projects before the loan agree- 
ments were signed). The decisive factor for the foreign 
banks that advanced funds to NEDCOL, however, as 
in the case of supplier credits, was probably the gov- 
ernment’s guarantee. 

The question remains whether Thailand can expect 
much additional private foreign investment from old 
or new investors to help develop its economy. Only two 
important foreign manufacturing enterprises have come 
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into operation in the past two years (the NEDCOL en- 
terprises not being considered as foreign-owned though 
financed by foreign loans), these (both small) being 
a tapioca flour plant formed by the Bombay-Burmah 
Trading Corporation with the help of American capi- 
tal and a Foremost Dairies recombined milk plant 
formed with American and Thai capital and using 
U.S. surplus milk solids in its operation. In addition 
two large Thai-Japanese mining concerns have been 
formed. 

The Thai government, however, has indicated that 
it wants more foreign industrial investment and in the 
past few years has made numerous announcements de- 
signed to attract foreign investors. The formation of 
an Industrial Promotion Board three years ago to pro- 
mote foreign investment was further evidence of the 
government's growing interest in obtaining private for- 
eign capital. This Board’s function is to designate cer- 
tain industries as eligible for promotion by the govern- 
ment and to make agreements with investors in these 


industries as to the form of government promotion. 


The fact that the Thai government has not prevented 
foreign investors from sending profits home may also 
encourage additional investment. It must be noted, 
however, that in almost three years of operation the 
Industrial Promotion Board has acted to promote only 
two industries—sugar and jute bags—and in both cases 
the applications for assistance were submitted by NED- 
COL. The concessions granted—exemption from tariff 
of machinery imported for the plants and exemption 
from tax of the first five percent of profits—have been 
mentioned above. 

A major problem faced by foreign investors is the 
difficulty of finding local Thai capital to be invested 
in their enterprises. Usually the foreign investor is 
looking for only a relatively small sum—say $500,000 
to $1,000,000—of Thai capital, but even this is hard 
to obtain. 

The government’s participation in business may also 
have served to discourage foreign investors. The gov- 
ernment is now building a glass factory and a cement 
factory to rival two of Thailand’s most successful pri- 
vate concerns. It announced in 1956 that it would be- 
gin the commercial distribution of petroleum products, 
thus terminating a commitment made ten years earlier 
not to enter this field. Nevertheless, this government 
competition does not as yet appear to represent a seri- 
ous impediment to foreign investment. There are still 
many industrial fields open which the government has 
not yet entered. Furthermore the government enter- 
prises, with very few exceptions, are not very efficient 
and as yet have done no serious damage to the private 
firms in the same fields. 

Finally, it should be noted that the Industrial Pro- 
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motion Board provides a mechanism by which foreign 
firms can obtain certain concessions or commitments— 
including tax, tariff and quota concessions—-from the 
government. It is also quite possible that the govern- 
ment might agree not to enter a certain industrial field 
if a private foreign investor agreed to build a factory. 
Several foreign firms have actually approached the 
government with proposals for: building factories. The 
next few years will tell whether they will find the ne- 
cessary share of local capital and obtain the conces- 
sions they need. If they do not invest, it is expected 
that the government. will lose interest in private in- 
vestment and that government investment or the spe- 
cial type of government-guaranteed investment repre- 
sented by NEDCOL will take its place. 


BOOKS ON ASIA AND THE PACIFIC 


THE CAUSE OF JAPAN. By Tégé Shigenori. Translated and 
edited by Tégé Fumihiko and Ben Bruce Blakeney. New 
York: Simon and Schuster. 1956. 372 pp. $5.00. 


The Cause of Japan is a curious book, simultaneously fas- 
cinating and unrewarding. Mr. Tégé, as Japan’s Foreign Min- 
ister, participated in two fateful decisions in modern Jap- 
anese history, the on= to declare war on the United States and 
the other to bring the war to an end. Most of the book is 
devoted to these two decisions. His account is an interesting 
first-person narrative and also a fascinating self-portrait, drawn 
both consciously and unconsciously. The book is, on the other 
hand, anti-climactic and unrewarding because it is so far 
overshadowed, as both history and narrative, by the recent 
works of such scholars as Robert Butow, Herbert Feis and 
F. C. Jones. In fairness to Mr. Tégé it must be pointed out 
that he was writing from memory, five to nine years after 
the event, and in prison, just before his death in 1950. 

In spite of the author’s disclaimer, quoted by the translator- 
editors, the book is both an apologia for the author and a 
justification of Japan and its policies. It could scarcely be 
otherwise in view of the author’s devotion to his duty as he 
saw it, his patriotism and his obvious loyalty to his Emperor. 
As an apologia, a narrative, a self-portrait and a justification 
it should be read by all interested in Japan’s modern 
diplomacy. 

It is regrettable but understandable that the author did not 
devote more attention to the diplomatic and political events 
of 1942 in which he was also a major participant. His few 
pages on the bitter controversy over the establishment of the 
Greater East Asia Ministry in 1942 afford only a tantalizing 
glimpse at a political crisis as interesting as it is unknown 
to outsiders. Not the least striking feature of Mr. Tdgd’s self- 
portrait is his assemblage of villains, those who (in his view) 
through ill-will, stupidity, ignorance, dereliction of duty, or 
some other failing stood in the way of the success of his poli- 
cies. A partial list would include President Franklin D. Roose- 
velt, General T6j6é, Secretary of State Hull, Prince Konoye, 
the American translators of the messages in the broken Jap- 
anese code, the Japanese typists in the Washington Embassy 
who failed to complete the final note in time on December 
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7, 1941, Admiral Nomura, Ambassador Kurusu and a host 
of Japanese Army, Navy and diplomatic officials. 

The translator-editors (one Mr. Tégé’s adopted son and 
the other his defense attorney at the Tokyo war crimes trials) 
have included a 46-page account of Japan's diplomatic posi- 
tion from 1895 to 1941. It is well done though strongly 
biased. There are also three useful appendices: one a list of 
leading government and military figures from 1940 to 1945, 
and the others English translations of the decisions of the 
Imperial conferences of July 2 and September 6, 1941. 
University of Washington JOHN M. MAKI 


LAND OF BLUE SKY: A Portrait of Modern Mongolia. By 
Ivor Montagu. London: Dennis Dobson. 1956. 191 pp. 25s. 


Mr. Montagu, a British Communist, travelled in the Mon- 
golian People’s Republic for three weeks in September 1954, 
and this book presents a textual and pictorial record of that 
journey. He saw the capital city of Ulan Bator, the historical 
and religious monument of Erdeni Dzu, and the provincial 
town of Tsetserlik. Despite his uncritical approach, some ma- 
terial of real value appears. and many of the color and black- 
and-white photographs are exceilent. ; 

Useful information is included in Appendix 3 (pp. 169- 
176) summarizing the provisions of the Second Five-Year Plan, 
1953-1957; a few actual prices and wage-figures (p. 92) ; 
the state of the Buddhist religion (several references, includ- 
ing especially pp. 35 and 45); discussion of contemporary 
nomadism (p. 67); characterization of the light and limited 
Mongolian industry (especially pp. 78-82); recent changes 
in the yurt and its furnishings (pp. 84-86); and many other 
specific items. Montagu states that virtually all children aged 
8 to 12 attend school, but that only half of the older chil- 
dren receive further education; “. . . after 12 years old their 
parents tend to hold them back” (p. 103). A reference on 
pp. 106-107 to limitation on movement suggests the existence 
of an internal passport system, and several other observations 
indicate close modelling on Soviet methods. The author re- 
ports that Russians are held in high esteem, that he saw 
few of them in the places he went, and that university lec- 
tures in Ulan Bator are given in Russian. 

Dealing with the all-important livestock-raising economy 
of the country, Montagu states that 150 production coopera- 
tives comprise less than 15 percent of the total livestock sec- 
tor (p. 71), but in a more recent article (in the Royal Central 
Asian Journal, January 1957) he has noted that “the produc- 
tion associations have made unexpected progress in the last 
two years both in number and range of activity . . . there are 
now 600 of them and they are now known as agricultural 
cooperatives.” 

Montagu, in discussing films made in Mongolia, notes that 
“Mongolkino” employs 400 persons, makes a monthly newsreel 
and one short film a year, and has produced two major. his- 
torical films, one presenting the life of the modern hero, Sukhe 
Bator, the other glorifying the 17th century Tsogto Taiji. 

A high point of nonsense appears on p. 114, where Mon- 
tagu rhapsodizes that, because of Communism’s brilliant con- 
tributions to this primitive land, the Mongols now drive 
automobiles! Other errors and misleading remarks include the 
paean of praise to the “imposing mood of Soviet building in 
the past decade” in the city of Ulan Bator (p. 50) with no 
reference to the fact that most of the buildings were con- 
structed by Japanese prisoners-of-war in 1945-1947. Many 
Buriats did in fact practice Buddhism, despite Montagu’s 
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statement to the contrary on p. 25, and the Buriats did feel 
the impact of Chinggis Khan’s expansion (p. 26). The Man- 
chus did not “de-nationalize’ the Mongols (p. 32), and 
“Panjur” on p. 39 should be “Tanjur.” The reference to al- 
leged former nomadizing-range of hundreds of miles (p. 67) 
exaggerates and misleads. There did exist a Mongolian-lan- 
guage newspaper (Sine toli) before 1921 (p. 95). Pan-Mongol- 
ism did not consist simply of “a device of the expanding 
Japanese” (p. 158), but represented significant indigenous 
force. The comparison of Mongolia and Ireland (pp. 161-162) 
seems odious, and the use of the words “almost incredible 
tact” (p. 162) to describe Soviet action in Mongolia appears 
equally ill-advised, keeping in mind the violent purges which 
have marked the period of Soviet influence. 


Bryn Mawr College ROBERT RUPEN 


THE CHINESE ECONOMY. By Solomon Adler. New York: 
Monthly Review Press. 1957. 276 pp. $5.00. 


This is a descriptive survey of the Communist Chinese 
economy by an economist at Cambridge University who is 
obviously an ardent admirer of the Peking regime. The eleven 
chapters include a review of the economic system and the 
first five-year plan, and discussions on agriculture, transpor- 
tation and trade, public finance, living conditions, education 
and health, and foreign trade. Through the uncritical use 
and reproduction of official statistics and through errors of 
commission and omission the author presents a picture of 
Communist China’s economic progress that rivals many an 
official Peking report in its rosy aspect. 

The official statistics compiled in the book are undoubtedly 
useful, but since these are already available in other sources 
in the English language, they add little to the specialist’s 
knowledge of China. To the non-specialist, on the other hand, 
the author’s lack of objectivity renders the book utterly mis- 
leading. For instance, Mr. Adler accepts without qualifica- 
tion the Communist version of land distribution by rural 
classes (p. 3) and completely ignores the social upheaval and 
mass violence that are, by Mao Tse-tung’s own teaching, an 
integral part of the revolution. In pointing to the speed of 
agricultural collectivization (pp. 111 ff.) amd praising the 
“suppleness” of Communist policy, he fails to mention that 
this is precisely why the Communists have been criticized for 
unconscionably using land redistribution as a political strata- 
gem. The author asserts, against strong contrary evidence, 
that the budget deficit of 1950 was more than covered by 
internal borrowing and that the 1951 and 1952 budgets 
showed surpluses (pp. 22, 51-2 and 177), thus implying that 
Communist China’s financial stability was on a firmer basis, 
and at an earlier date, than it actually was. There is no 
mention of the compulsory and extraordinary levies, while the 
importance of the “five-anti’” movement both as a revenue 
measure and as a campaign against the bourgeoisie is alto- 
gether ignored, Equally ignored are such factors as the other 
successive drives against “counter-revolutionaries,” the severe 


labor discipline, the oppressive activities of labor unions, and,! 
above all, the officially vaunted employment of forced labor: 


in mobilizing the “social surplus.” The author regards “al- 
most all other current Government expenditures on economic 
construction” as “some form of gross investment” (p. 83), 
thus exaggerating the rate of investment, although such ex- 
penditures include large amounts destined for consumption— 
¢.g., government grain purchase for rationing. Space does not 
permit the enumeration of other defects of the same type. 
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Since Mr. Adler is decidedly not naive, one can only con- 
clude that he is anxious to demonstrate for the edification of 
other underdeveloped countries the unqualified success of 
Communist China’s economic program—something which can 
be done only through such errors as those mentioned above. 

Marquette University YUAN-LI WU 


GERARD SWOPE 

In the death of Mr. Gerard Swope on November 
20 the American Institute of Pacific Relations, along 
with many other organizations, has suffered the loss 
of an indomitable and devoted supporter of the prin- 
ciples of unfettered study and discussion in Asian- 
Western relations. As Chairman of the Board of the 
American IPR, from 1950 to 1953, he gave inspiring 
leadership to its members during a crucial period in its 
history when it was under what he knew to be an un- 
fair attack. He led the American IPR delegation to 
the conference on American-Japanese relations in Hon- 
olulu in 1953 and in subsequent years maintained a 
lively concern for the Institute’s work. His long inter- 
est in Asian affairs went back to the early days of the 
Chinese Mass Education Movement in which he con- 
tinued to be active until recent years. He had a pro- 
found awareness of the need for deeper and more 
solidly based American understanding of Asian peoples. 
At the age of 84 he was still very well informed on 
recent developments in Asia and remained a devoted 
reader of IPR publications. To the undersigned, who 
worked with him through three arduous years, he was 
an incomparable leader and unwavering friend who 
exemplified the finest American traditions of generosity 
and catholicity of mind in a period when those quali- 
ties were too rarely displayed. It is not too much to say 
that the American IPR exists today because of his 

courage and vision six years ago. 
WILLIAM L. HOLLAND, Executive Secretary 
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